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UNS Gas, Inc. 
Docket No. G-04204A-11-0158 

Rate Application 

SUMMARY OF THE TESTIMONY OF JODI A. JERICH 
ON BEHALF OF THE RESIDENTIAL UTILITY CONSUMER OFFICE 

My surrebuttal testimony outlines RUCO’s acceptance of Staffs Lost Fixed Cost 

Recovery (“LFCR”) mechanism as long as it is coupled with an opt out rate. 

RUCO’s proposal of an “LFCR plus opt out rate” in this case is a result, in large 

measure, of its support of an LFCR plus opt out rate option contained in the 

proposed APS settlement agreement (Docket No. E-Ol345A-11-0224). In that 

case, RUCO, along with AARP, Kroger, Walmart and Sam’s Club, Freeport 

McMoRan, the AECC and the Federal Executive Agencies, signed a proposed 

settlement agreement that contains the LFCR plus opt out option. These same 

parties strongly opposed full revenue decoupling in that case. 

RUCO intends the LFCR plus opt out rate in this rate case to be substantially 

similar in practice to the LFCR plus opt out rate set forth in the APS proposed 

settlement agreement. 

RUCO views the LFCR plus opt out rate as a fair and creative solution to the 

hotly debated subject of decoupling for the following reasons: 

1. The LFCR is a narrowly tailored mechanism to recover lost revenues 

that are directly and solely associated with Commission authorized 

energy efficiency programs. 
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UNS Gas, Inc. 
Docket No. G-04204A-11-0158 

Rate Application 

SUMMARY OF THE TESTIMONY OF JODI A. JERICH 
ON BEHALF OF THE RESIDENTIAL UTILITY CONSUMER OFFICE 

2. The LFCR is capped at a 1% year over year of Company revenues. 

3. The opt out rate is a manageable $1.50 per month increase to the fixed 

monthly charge that allows customers who oppose decoupling or do 

not wish to be subject to an annually changing LFCR an alternative 

rate design. 

4. Since the opt out rate is designed to mirror the 1% LFCR cap, 

providing customers a choice between paying either the LFCR or the 

opt out rate does not impair any EE efforts or the utility’s financial 

health. 
. I .  

RUCO points out that allowing a customer the choice to pay the opt out rate does 

not mean the customers can opt out of energy efficiency. A customer who elects 

to pay the opt out rate still participates in energy efficiency to the same extent as 

a customer who pays the LFCR. 

1. Both customers pay for EE programs through the DSMAC. 

2. Both customers pay for UNSG’s lost revenues associated with EE - one 

customer through the LFCR and the other customers through the opt out 

rate. 

RUCO strongly supports the opt out rate for the following reasons: 



UNS Gas, Inc. 
Docket No. G-04204A-11-0158 

Rate Application 

SUMMARY OF THE TESTIMONY OF JODI A. JERICH 
ON BEHALF OF THE RESIDENTIAL UTILITY CONSUMER OFFICE 

1. Provides increased rate flexibility with customer choice without 

compromising either the Commission’s EE direction or the utility’s 

financial health. 

Allows customers the flexibility to spend time on both rate designs and 

see which one works better for them. 

Addresses vocal consumer opposition to decoupling. 

Provides data to the utility and the Commission on consumer behavior 

regarding the LFCR and the opt out rate option. 

2. 

3. 

4. 

? ‘  

5. Provides rate stability which RUCO believes sends a clearer price 

signal to consumers to encourage conservation. 
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UNS Gas, Inc. 
Docket No. G-04204A-11-0158 

Rate Application 

SUMMARY OF THE TESTIMONY OF WILLIAM A. RIGSBY, CRRA 
ON BEHALF OF THE RESIDENTIAL UTILITY CONSUMER OFFICE 

The following is a summary of the significant issues set forth in both the direct 

and the surrebuttal testimony of RUCO witness William A. Rigsby, CRRA, on 

UNS Gas, Inc.’s (“UNSG” or ‘Company”) application for a permanent rate 

increase. Mr. Rigsby is providing direct and surrebuttal testimony on the cost of 

capital issues associated with the case. The underlying theory and rationales for 

Mr. Rigsby’s recommendations on these issues are contained in the above 

referenced documents. The significant issues associated with the case are as 

follows: 

Mr. Rigsby is recommending the following capital structure, cost of debt, original 

cost rate of return (“OCROR’’), and fair value rate of return (“FVROR”) 

recommendations for UNSG: 

Capital Structure - Mr. Rigsby is recommending that the Commission 

adopt UNSG’s proposed capital structure comprised of 50.82 percent 

common equity and 49.1 8 percent long-term debt. 

Cost of Debt - Mr. Rigsby recommends that the Commission adopt the 

Company’s proposed cost of long-term debt of 6.74 percent. 

I 



SUMMARY OF THE TESTIMONY OF WILLIAM A. RIGSBY, CRRA (Cont.) 

Cost of Equity - RUCO is adopting ACC Staffs original cost 9.75 percent 

cost of common equity which is twenty-five basis points higher than the 

9.50 percent cost of common equity recommended by Mr. Rigsby in his 

direct testimony. 

Oriainal Cost Rate of Return - RUCO’s revised OCROR, which includes a 

cost of common equity of 9.75 percent, mirrors ACC Staffs recommended 

OCROR of 8.27 percent. 

Fair Value Rate of Return - RUCO has adopted ACC Staffs alternative 2 

FVROR of 6.26 percent produced by using a 1.00 percent inflation- 

adjusted risk-free return to the fair value increment. 

I 2 



UNS Gas, Inc. 
Docket No. G-04204A-11-0158 

Rate Application 

SUMMARY OF THE TESTIMONIES OF RODNEY L. MOORE 
ON BEHALF OF THE RESIDENTIAL UTILITY CONSUMER OFFICE 

The following is a summary of the Direct and Surrebuttal Testimonies given by 

Rodney L. Moore applicable to RUCO’s recommended conditions for a 

permanent rate increase. A full disclosure of the issues and conditions are 

contained in the referenced documents. 

Residential Utility Consumer Office (“RUCO”) is, with two exceptions, in 

agreement with ACC Staffs surrebuttal testimony and recommends that the 

Arizona Corporation Commission adopt the following revisions to 

recommendations made by RUCO in its prior direct testimony filing on UNS 

Gas’s request for a permanent increase in rates. 

In addition to the recommendations of ACC Staff, RUCO recommends UNSG 

establish a monthly PGA surcredit for one year to mitigate the financial impact of 

this rate increase. The surcredit would be funded from the existing over collected 

balance in the Company’s PGA account. 

RUCO supports Staffs proposed revenue decoupling program - the Lost Fixed 

Cost Recovery mechanism (“LFCR”) as described in the Staffs proposed plan of 

administration. 

RUCO supports an Opt-Out provision to the LFCR for residential customers as 

outlined in the RUCO’s revised plan of administration. 

Subject to adoption of RUCO’s recommendations regarding the 

PGA surcredit, there are no outstanding issues remaining between RUCO and 

ACC Staff in this proceeding. 
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Docket No. G-04204A-11-0158 
Rate Application 

SUMMARY OF RODNEY L. MOORE - CONTD 

~ 

A complete list of all conforming adjustments is presented below. 

I RATE BASE ADJUSTMENTS 

Customer Advances 

RUCO accepts the Company’s corrections for tax gross up errors associated with 

customer advances ($658,511) and the associated ClAC ($574,357). See 

Company responses to ACC Staff data requests 24.1 and 24.3. This adjustment 

decreased test year rate base by $1,232,868. 

Remove One-Half of Prepaid Directors’ and Officers’ Liability Insurance 

RUCO and ACC Staff excluded one-half of the prepaid Directors’ and Officers’ 

liability insurance expense, which is an appropriate balance between the benefits 

attained by both shareholders and ratepayers. This adjustment decreased test 

year rate base by $19,830. 

Accumulated Deferred Income Taxes (“ADIT”) 

RUCO accepts the ACC Staffs corrections to ADIT associated with the 

surrebuttal corrections to customer advances and the associated ClAC resulting 

in a decrease of ADIT of $824,165. This adjustment resulted in a commensurate 

increase in test year rate base. 

Allowance for Working Capital 

RUCO adopts ACC Staffs position on the allowance for working capital. This is 

a conforming adjustment to reflect the impact of RUCO’s surrebuttal adjustments 

to operating expenses and revenue. This adjustment decreased test year rate 

base by $37,282. 



UNS Gas, Inc. 
Docket No. G-04204A-11-0158 

Rate Application 

SUMMARY OF RODNEY L. MOORE - CONT’D 

OPERATING INCOME ADJUSTMENTS 

Customer and Weather Annualization 

RUCO accepts UNSG’s adoption of ACC Staffs ten-year period normalization 

instead of the six years originally used by UNSG. The resulting adjustment 

decreased operating revenue by $37,916. 

Bad Debt Expense 

RUCO accepts the ACC Staffs test year uncollectible percent rate instead of the 

three-year average originally used by the Company. The resulting adjustment 

decreased operating revenue by $130,827. 

Incentive Compensation 

RUCO and ACC Staff excluded 50 percent of the incentive compensation 

expense, which is an appropriate balance between the benefits attained by both 

shareholders and ratepayers. This adjustment decreases test year operating 

expenses by $175,524. 

Stock-Based Compensation 

RUCO and ACC Staff disallowed the Company’s proposed stock-based 

compensation expense because ratepayers should not be required to pay 

executive compensation that is based on the performance of the Company’s 

stock price. This adjustment decreases test year operating expenses by 

$1 55,879. 

Supplemental Executive Retirement Plan 

RUCO and ACC Staff disallowed the supplemental executive retirement plan 

expense because ratepayers should not be required to fund the retirement 

3 



UNS Gas, Inc. 
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Rate Application 

~ 

SUMMARY OF RODNEY L. MOORE - CONT’D 

benefits of a few select executives. This adjustment decreases test year 

operating expenses by $1 34,618. 

American Gas Association Dues 

RUCO and ACC Staff excluded 40 percent of the membership dues as a 

reasonable approximation of the amount for which ratepayers receive no 

supportable benefit. This adjustment decreases test year operating expenses by 

$22,444. 

Rental Expenses 

RUCO accepts the ACC Staffs test year level of rental expenses instead of the 

three-year average originally used by UNSG. The resulting adjustment 

decreased operating revenue by $40,258. 

Printing and Mailing Expenses 

RUCO accepts the ACC Staffs adjusted level of printing and mailing expenses to 

more accurately reflect this expense on a going forward basis. The resulting 

adjustment decreased operating revenue by $39,511. 

Rate Case Expense 

RUCO and ACC Staff recommend $400,000 (instead of the $700,000 requested 

by UNSG) in rate case expenses, normalized over a three-year period. This 

adjustment decreases test year operating expenses by $1 77,778. 

Directors’ and Officers’ Liability Insurance Expense 

RUCO and ACC Staff excluded 50 percent of the directors’ and officers’ liability 

insurance expense, which is an appropriate balance between the benefits 

4 
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Rate Application 

SUMMARY OF RODNEY L. MOORE - CONT'D 

attained by both shareholders and ratepayers. This adjustment decreases test 

year operating expenses by $41,786. 

Property Tax 

In order to resolve the amount of property tax expense solely for purposes of the 

current UNSG rate case, RUCO and ACC Staff have used the modified amount 

of $3.2 million for property tax expense. This adjustment increases test year 

operating expenses by $280,233. 

Income Tax 

This is a conforming adjustment to reflect the impact of RUCO's surrebuttal 

adjustments. The adjustment increases test year operating expenses by 

$240,161. 

RATE DESIGN 

I am providing testimony regarding all rate design issues other than those related 

to decoupling. Jodi Jerich, RUCO's Executive Director, will be providing 

testimony regarding decoupling from a policy perspective. I will be providing 

corresponding calculation related to the typical residential bill impact analysis. 

In summary, for the R-I 0 residential customer class: 

UNS Gas's Present Rate Design is a single basic service charge of $10.00 and a 

commodity based charge of $0.3270 per therm. For R-10 residential customers 

with average consumption of 45.1 7 therms, UNSG's present rate design results 

in a monthly cost of $56.04. 
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UNS Gas, Inc. 
Docket No. G-04204A-11-0158 

Rate Application 

SUMMARY OF RODNEY L. MOORE - CONT’D 

UNS Gas’s Proposed Rate Design is a single basic service charge of $1 1 .OO and 

a commodity based charge of $0.3324 per therm. For R-10 residential customers 

with average consumption of 45.17 therms, UNSG’s proposed rate design results 

in a monthly cost of $57.33. 

RUCO’s Proposed Rate Design is a single basic service charge of $10.00 and a 

commodity based charge of $0.3434 per therm. For R-10 residential customers 

with average consumption of 45.17 therms, RUCO’s proposed rate design results 

in a monthly cost of $56.78. An increase of $0.74 over present monthly gas 

costs. 

RUCO’s Proposed PGA Surcredit for one year would provide a monthly credit of 

$0.0164 per therm, resulting in a decrease of $0.74 (45.17 therms X $0.0164 = 

$0.74) over present monthly gas costs; thus mitigating the financial impact of this 

rate proceeding and postponing the rate increase for a year. 
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